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INTRODUCTION
A. Qualifications

Please state your name, position, and business address.

My name is Susan M. Baldwin. | am a consultant, and my business address is 17 Arlington
Street, Newburyport, MA, 01950. | specialize in telecommunications economics, regulation, and

public policy consulting for public sector agencies.
Please summarize your educational background and professional experience.
| have prepared a Statement of Qualifications, which is included as Attachment A.

Have you previously testified before the New Hampshire Public Utilities Commission
(“Commission” or “PUC”")?

No. However, in 2006, | provided technical assistance to the Office of Consumer Advocate
(“OCA”) in its participation in the Commission’s investigation of a proposed alternative
regulation plan (“AFOR”) for Verizon New Hampshire (“Verizon NH”).! However, the docket
has had no activity since September 2006.

Have you testified before other State Commissions?

Yes. As Attachment A to my testimony shows, | have testified before sixteen state commissions
on diverse telecommunications issues encompassing such matters as alternative regulation,
revenue requirement, service quality, local competition, mergers, infrastructure deployment,
universal service, cost studies, rate design, telephone numbering, and unbundled network

elements.

Ly Docket No. DT 06-072, Verizon New Hampshire Flexible Pricing Regulation/Verizon New Hampshire

Alternative Regulation Plan.

1
ALLEGED CONFIDENTIAL INFORMATION HAS BEEN REDACTED



10

11

12

13

14

15

16

17

Public

Prefiled Direct Testimony of Susan M. Baldwin on behalf of NH Office of Consumer Advocate
NH PUC Docket No. DT 07-011

Have you analyzed major transactions concerning telecommunications carriers in other
regulatory proceedings?

Yes. As my statement of qualifications indicates, | have participated in numerous state and
federal merger and spin-off proceedings.

Have you participated in other proceedings concerning Verizon companies’ operations?

Yes. | have participated in numerous state and federal proceedings concerning the regulation of
many different aspects of Verizon and its predecessor companies (New England Telephone and
Telegraph Company (“NET”), NYNEX Corporation (“NYNEX?”), and Bell Atlantic), including
such issues as its mergers with its potential and actual competitors, deployment and pricing of
new services, revenue requirement, retail and wholesale rate design, retail and wholesale cost
studies, service quality, regulatory framework, affiliate transactions, and consumer protection.
Deployment of advanced services is one of the issues that the proposed transaction raises.
Have you addressed this issue previously?

Yes. Among my recent work in this area is the preparation of comments, submitted in Federal
Communications Commission (“FCC) proceedings, on behalf of consumer advocates regarding
various aspects of broadband services: deployment, industry practices, competition, consumer

protection, and data collection and analysis.?

2/ In the Matter of Broadband Industry Practices, WC Docket No. 07-52, Notice of Inquiry (“Broadband

Industry Practices Nol”), FCC 07-31 (rel. April 16, 2007); In the Matter of Development of Nationwide Broadband Data to
Evaluate Reasonable and Timely Deployment of Advanced Services to All Americans, Improvement of Wireless Broadband
Subscribership Data, and Development of Data on Interconnected Voice over Internet Protocol (VolP) Subscribership, WC
Docket No. 07-38, Notice of Proposed Rulemaking, rel. April 16, 2007 (“Broadband Data NPRM?”); In the Matter of Inquiry
Concerning the Deployment of Advanced Telecommunications Capability to All Americans in a Reasonable and Timely
Fashion, and Possible Steps to Accelerate Such Deployment Pursuant to Section 706 of the Telecommunications Act of 1996,
GN Docket No. 07-45, Notice of Inquiry, FCC 07-21, rel. April 16, 2007 (“Broadband Deployment Notice”); In the Matter
of Consumer Protection in a Broadband Era, WC Docket No. 05-271. 1 also participated in several merger proceedings, in

2
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Also, when | served as the Director of Telecommunications for the Massachusetts Department of
Public Utilities (“DPU”) (subsequently the Department of Telecommunications and Energy, and
now the Department of Telecommunications and Cable), NET’s roll-out of then-advanced
infrastructure in the more sparsely populated parts of Massachusetts was just as much an issue to
consumers as roll-out of broadband services in New England’s rural areas is today. While I was
the Director of Telecommunications, the DPU directed NET to accelerate its replacement of
electromechanical switches in the Berkshires,® and in another proceeding, directed NET to set
more affordable rates for and accelerate the deployment of its then state-of-the-art Integrated
Services Digital Network (“ISDN”) service.* Although technology has evolved since the late
1980s and early 1990s, public policy concerns about consumers’ disparate levels of access to
advanced telecommunications services and incumbent carriers’ seemingly unilateral ability to
control the deployment and prices of advanced services seem largely unchanged.

Q: Service quality is another concern in this proceeding. Have you analyzed service quality in
other regulatory proceedings?

A: Yes. | have examined service quality data and the regulation of service quality in numerous

proceedings. When I was the Director of Telecommunications for the Massachusetts DPU, our

which the FCC addressed net neutrality.

2/ State regulators directed NET (now Verizon) to accelerate its replacement of outdated electromechanical
central office switches in rural Massachusetts so that some communities would not be left behind, lacking access to touch
tone, while NET advertised then-new features, such as call waiting, in urban and suburban communities. State regulators also
directed NET to improve service quality in specific regions of the state where aging outside plant yielded inferior service
quality. Massachusetts D.P.U. 89-300, New England Telephone Company, June 29, 1990.

4 The Massachusetts DPU found that ISDN is a “monopoly, basic service that has a potentially far- reaching
and significant role in the telecommunications infrastructure of the Commonwealth” and directed NET to deploy ISDN more
broadly so that consumers could avail themselves of this then “advanced” technology. ISDN Basic Service, Mass. D.P.U. 91-
63-B, February 7, 1992, p. 34.

3
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division conducted a comprehensive analysis of voluminous service quality data submitted by
NET,® and later, on behalf of the Massachusetts Attorney General, | analyzed service quality
indices and productivity offsets as part of my analysis of the proposed price cap plan submitted
by NYNEX — Massachusetts.® | have also addressed service quality in various alternative
regulation plans in numerous states including in the context of a general rate case in which
CenturyTel of Northwest Arkansas, LLC requested a revenue increase in Arkansas;’ and in the
preparation of a detailed report on service quality and price cap plans on behalf of the Utah

Division of Public Utilities.®

B. Purpose of Testimony

On whose behalf is this testimony submitted?
This testimony is submitted on behalf of the Office of Consumer Advocate (“OCA”).
What is the purpose of your testimony at this time?

The OCA asked me to analyze the proposed sale by Verizon New England, Inc. (“Verizon New
England”) of its New Hampshire operations to FairPoint Communications, Inc. (“FairPoint™)
(collectively, “Joint Petitioners”) to assess the impact of the proposed transaction on consumers.
The OCA also asked me to consider whether and how the risks of the proposed transaction, if

approved, could be mitigated and the probability of consumers benefiting could be increased.

i D.P.U. 89-300 (in the context of a traditional rate of return proceeding).

° D.P.U. 94-50.

i Arkansas Public Service Commission Docket No. 03-041-U.

8/ “Price Cap Plan for USWC: Establishing Appropriate Price and Service Quality Incentives for Utah”

(Patricia D. Kravtin, Scott C. Lundquist, and Susan M. Baldwin). Prepared for the Utah Division of Public Utilities, March
22, 2000.

4
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David Brevitz addresses financial aspects of the proposed transaction on behalf of the OCA.

C. Organization of Testimony

Ms. Baldwin, how is your testimony organized?

This section introduces my testimony. Section Il summarizes the major aspects of the proposed
transaction and the Joint Petitioners’ testimony. Section Il sets forth my understanding of the
standards for review of the transaction and Section IV compares the Joint Petitioners’ economic
incentives with those of consumers. Section V discusses the managerial and operational aspects
of the transaction. In Section VI, I discuss pre-transaction and post-transaction service quality
issues. In Section VII, I analyze the status of broadband deployment in New Hampshire, analyze
broadband as it relates to the proposed transaction, and discuss affirmative recommendations for
broadband that | support regardless of whether the transaction occurs. Section VIII analyzes the
potential impact of the proposed transaction on FairPoint’s rates and service offerings. Sections
IX and X discuss directory publishing, and wholesale operations, respectively. Section XI
addresses the impact of the proposed transaction on employment and the New Hampshire

economy and the implication of the transaction for E-911. Section XII concludes my testimony.

MS. BALDWIN, PLEASE EXPLAIN THE FOUR LEVELS OF REDACTION IN YOUR
TESTIMONY.

The text and exhibits that are flagged as “confidential” correspond with information that the
Joint Petitioners consider “confidential” and which the Joint Petitioners made available only to
each other, the Commission Staff (“Staff””) and those parties who have signed protective
agreements with the Joint Petitioners ,including the OCA and the OCA’s consultants. The text
that is flagged as “highly confidential” corresponds with information that the Joint Petitioners

have designated as either “highly confidential” or “proprietary” and requires, as a result of

5
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conditions imposed upon disclosure by the Joint Petitioners during the discovery phase of this
docket, three separate levels of redaction The “highly confidential” designation in my
testimony denotes a higher level of protection than that afforded the information that | designate
as “confidential.” “Highly Confidential — Level 1” corresponds to information and documents
which the Joint Petitioners made available only to each other, Staff and its consultants, and the
OCA and its consultants. “Highly Confidential — Level 2” corresponds to information and
documents which the Joint Petitioners made available only to each other, Staff, Scott Rubin,
Esq., an attorney for the Labor intervenors, Randall Barber, a consultant to the Labor
intervenors, the OCA and the OCA’s consultants. “Highly Confidential — Level 3” corresponds
to information and documents which the Joint Petitioners made available only to each other,
Staff, the OCA and its consultants, and the attorneys for each of the following intervenors:
Labor, the electric utilities, and New Hampshire Legal Assistance. In addition to the above-
mentioned four confidential/highly-confidential versions of testimony, the OCA is filing a non-

redacted, “Public” version of my testimony.

D. Summary of Testimony

Please describe your view of the timing of the Commission’s review of the proposed
transaction.
The Commission’s review of the proposed major transaction is premature and has been rushed
unreasonably by the Joint Petitioners. Among other things:

e OnJune 11, July 2, and July 10, 2007 FairPoint filed major amendments to its S-4, which

provide new information about analyses and projections of cash flows, prospective

6
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merger synergies, and other information that FairPoint had neglected to provide
previously in response to data requests.’

e The Internal Revenue Service (“IRS”) has not yet issued the tax ruling that Verizon
Communications (“Verizon”) seeks in order to utilize a Reverse Morris Trust, which
appears to be the only mechanism which renders the transaction be achievable for
FairPoint while still being sufficiently attractive to Verizon shareholders.*

e Information that is critically important to the Commission’s assessment of the transaction
has been filed late in the proceeding, often as a result of protracted follow-up discussions

and motions to compel,**

and, in many important aspects, after the completion of
technical sessions, which precluded parties’ ability to raise technical questions about the
recently filed materials during those sessions.*? For example, Verizon NH did not

provide its final cutover plan until June 22, 2007.

oy FairPoint Communications, Inc., Amendment No. 2 to Form S-4 Registration Statement Under the

Securities Act of 1933, filed with the United States Securities and Exchange Commission on June 11, 2007 (“Amendment
No. 2 to S-4”); FairPoint Communications, Inc., Amendment No. 3 to Form S-4 Registration Statement Under the Securities
Act of 1933, filed with the United States Securities and Exchange Commission on July 2, 2007 (“Amendment No. 3 to S-4”);
and FairPoint Communications, Inc., Amendment No. 4 to Form S-4 Registration Statement Under the Securities Act of 1933,
filed with the United States Securities and Exchange Commission on July 10, 2007 (“Amendment No. 4 to S-4”).

19, Smith (Verizon) Direct, at 3; Leach Direct (FairPoint), at 15.

1y In an order issued on June 22, 2007, the Commission granted the OCA’s Second Motion to Compel
Verizon’s Responses to Data Requests (which, the OCA submitted on June 8, 2007, after attempts to resolve the dispute
informally did not succeed), and specifically directed Verizon to provide the business plans sought by OCA in OCA 1-5, a
request which was originally directed to Verizon NH on April 27. Following the Commission’s Order, Verizon and the OCA
reached an agreement to resolve this dispute. See Letter from Sarah B. Knowlton to Debra A. Howland, Executive Director
and Secretary, N.H. Public Utilities Commission, dated June 29, 2007.

2y For example, FairPoint’s first supplemental reply to Staff 2-35 was received on June 12, 2007. This

response addresses information originally sought by OCA in OCA 11 2-33, the response to which was that FairPoint indicated
that: it was “performing the initial assessments to identify the locations for new or expanded broadband service, although that
assessment is not complete at this time.” Because FairPoint did not file its initial assessment until June 12, 2007, parties were
precluded from asking questions about the plan during the technical session. FairPoint stated its intention to further
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Verizon NH’s contract with its non-salaried work force, which represents the vast
majority of its employees, expires in August 2008.** The impact of the contract renewal
on employees’ decisions regarding continuing employment with SpinCo is unknown, but
it potentially could deplete human resources, further jeopardizing consumers.

The information provided regarding SpinCo employees (both those in the present work
force and those that have departed since the Joint Petitioners’ announcement of the
transaction) spans only the months January 16 through May 31, 2007. As a preliminary
recommendation, | urge the Commission, before rendering any final decision in this
proceeding (in late 2007 or early 2008), to seek up-to-date information on the
composition of the SpinCo work force because of the inherently dynamic nature of this
critically important information. The composition of the post-transaction work force
directly affects FairPoint’s ability to deliver basic telephone service at affordable rates
and reasonable service quality, while also making significant investments in broadband
roll-out.

Beginning in May 2007, FairPoint began to receive monthly reports regarding employees
assigned to the properties involved in the FairPoint transaction, which suggests that

FairPoint’s analysis thus far of the SpinCo work force has been superficial and cursory.*

supplement its reply, but had not done so prior to the filing of this testimony.
13
/

Verizon NH’s final cutover plan was provided in its supplemental response to OCA FDR GI 1-13 on June

22, 2007, which related to Verizon’s response to OCA GI 1-124 (propounded on April 27).

“FairPoint Purchase of Verizon ME, NH and VVermont Properties,” January 16, 2007,

http://ibew2326.com/html/purchase.htm.

15/

See Exhibit SMB-P-1, Verizon response to OCA FDR V 1-7, which indicates that the reports will include

the information contained in Verizon response to Staff FDR 1-1b.

8
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e There has not yet been a regulatory proceeding in which the Commission could
determine the appropriate level of compensation that Verizon NH should make to
consumers for its late 2006 spin-off of its directory publishing operations.'® Therefore,
this issue must be addressed in this proceeding.

e FairPoint has not yet provided a plan to meet PUC service quality standards, despite the
fact that the system it proposes to purchase, under Verizon’s ownership, has not met
those standards for some time, and those violations are the subject of a pending docket.*’

Please summarize your major findings and recommendations.
My testimony demonstrates that the Commission should deny Verizon NH’s proposed sale of its
New Hampshire operations to FairPoint. Although serious problems exist with Verizon NH’s
present operations, acquisition by FairPoint would be yet worse for New Hampshire’s
consumers. The risks to consumers of FairPoint acquiring Verizon NH’s operations are high; the
benefits are speculative; the magnitude of the proposed transaction is substantial; the transaction
itself would be irreversible; and FairPoint’s plans are vague, still evolving, not based on full and
complete due diligence, and reliant on a highly leveraged capital structure.

Q: Is there a set of conditions that would render the transaction acceptable, in your view, for

the Commission’s approval?

16 See, e.g., Exhibit SMB-C-2 Verizon’s objection to OCA FDR | 1-20, see also Exhibit SMB-P-2, Verizon’s
objections to OCA FDR | 1-12, 1-21, and 1-22. See also Appeal of Verizon New England, Inc. d/b/a Verizon New
Hampshire, 153 N.H. 50 (2005) (affirming PUC order requiring the imputation of at least $23.3 million earned by Verizon’s
directory affiliate for ratemaking purposes).

7 The last activity in DT 04-019, opened on March 19, 2004, was on September 5, 2006 when the

Commission issued a letter to Verizon reiterating its intent to issue an RFP to independently evaluate service quality
concerns.
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No. Under the current proposal, I am unaware of any set of conditions that could render the
transaction in the public interest.

Does the proposed transaction raise other overarching concerns?

Yes. Consumers’ interests are being held hostage to this transaction: regulatory attention is
being diverted away from pressing issues (such as unacceptable service quality and long-
standing pole attachment issues). The Commission has been investigating Verizon NH’s service
quality for several years now, but its attention and resources have been diverted to the FairPoint
transaction. Meanwhile Verizon NH continues to flout the Commission’s service quality
standards and has fallen woefully behind in poles repairs and replacement while it focuses on
selling off its Northern New England operations.

My testimony demonstrates, among other things, that:

e The transaction poses serious risks to consumers, not just financially, but also serious
managerial and operational risks (e.g., brain drain, cutover challenges, etc.).

e The transaction has caused regulatory “water-treading” as key consumer issues are held
hostage to this investigation.

e FairPoint would like to sweep key issues such as Yellow Pages profits under the rug.

e FairPoint has failed to acquaint itself adequately with the operations it intends to take
over.

e “Business as usual” is simply not an acceptable starting point for FairPoint’s
performance. However, FairPoint appears to lack benchmarks and criteria to even assess
whether the SpinCo it inherits will really be maintained at “business as usual” levels —
that staffing will remain relatively the same or stable, for example.*®

18, As stated elsewhere in my testimony, my review of materials submitted in this proceeding indicates that

Verizon NH’s current staffing levels may not be appropriate as indicated by its inability to meet PUC-established service
quality benchmarks and the problems under investigation in the PUC’s poles docket (DT 05-172). However, in addition to
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e The Joint Petitioners’ interests and those of consumers, and the State as a whole, diverge
in ways that are critical to the Commission’s analysis: Verizon seeks to shed itself of
rural areas in order to focus on bundled packages and on its FiOS-based services in more
densely populated states, and seeks to do so through a complex tax-free transaction.
Although FairPoint asserts that its interests are more closely aligned with New
Hampshire consumers than are those of Verizon NH, it has not yet demonstrated its
ability and willingness to manage the system to provide public benefits, or even to follow
through on promises made in the pre-transaction regulatory context.

Q: If the Commission, contrary to your recommendation, approves the transaction, should

conditions apply?

A: Absolutely. As proposed, this transaction poses too many risks to be approved. Although |

oppose the transaction, | describe throughout my testimony critical issues that must be
addressed, to at least partially offset the risks of this transaction to consumers.'® If, contrary to
my recommendation, the Commission approves the transaction, it should condition such
approval on clear, enforceable commitments that | discuss in this testimony.”> However, it is my
position that conditions cannot entirely offset the significant risks that consumers will bear, and
will not result in the proposed transaction being in the public interest.

Please summarize the issues that you believe must be addressed.

| have prepared a preliminary list of nine major issues areas that must be addressed. Based on

the problem that Verizon’s “business as usual” or status quo staffing and investment levels pose, | am also concerned that
FairPoint does not have the resources to determine whether SpinCo will even be in the same state that is was at the time of the
merger agreement. | discuss in further detail below why “business as usual” is also not sufficient as a starting point for
FairPoint for many other reasons.

19, It is my recommendation that many of the measures and conditions that I discuss in this testimony are

equally applicable to Verizon NH’s operations and that the Commission (or Legislature) should pursue the problems | address
and pursue these matters in a separate proceeding with Verizon NH if the transaction is not approved.

20 Other witnesses may also identify possible conditions. Until such time as | am aware of these other
proposals, however, | cannot comment on their merits.
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my continuing review of information recently filed by the Joint Petitioners, and of other parties’
testimony, the OCA may seek leave to revise my recommendations further in the future.?

1. Service quality/infrastructure investment

Principle/Concern: Competitive forces do not yet discipline the rates or quality of basic
telephone service. Verizon NH and FairPoint, in the course of this proceeding, have referred to
the failure of Verizon NH to meet service quality standards and the apparent ongoing “debate”
regarding the applicability of the PUC’s service quality standards to Verizon NH’s operations.?
Verizon NH’s overall service quality has been deteriorating for many years, and FairPoint has
made no commitments to improve it.”® If Joint Petitioners obtain approval for the transaction,
consumers must be assured that service quality problems will be addressed.

e Verizon NH should not be permitted to transfer its local operations until the proposal
includes a detailed plan with a time table, budget, and sanctions for non-compliance to
ensure that (1) PUC-established service quality standards are met or exceeded upon
transfer; and (2) service quality is raised in those communities that are receiving sub-par

service quality.

e FairPoint should agree to financial consequences, including penalties and/or automatic
customer credits, if PUC-established service quality benchmarks are not met.

e FairPoint should make service quality information and reports available to the public
(i.e., not filed confidentially) as is the case for the ILECs in Vermont and Maine.* Also,

2 Many of the following preliminary suggested conditions should be pursued by the Commission (including

seeking any required change in law with the Legislature) regardless of whether the transaction occurs.

22 Harrington (FairPoint) Direct, at 15.

2 See Section VI and Exhibit SMB-3-P, Service Quality Metrics for Verizon New Hampshire 1996-2006, in

which | analyze public information regarding Verizon’s service quality. See, also, Verizon’s Quality of Service Performance,
New Hampshire Public Utilities Commission DT 04-019, Order Establishing Status Conference, Order No. 24,551,
December 1, 2005 (“Order No. 24,551”) and Report on Initial Analysis for the Staff of the New Hampshire Public Utilities
Commission, by Curry & Associates, Docket No. 04-019, February 4, 2005 (“Curry Report”).

2 See, http://www.maine.gov/cgi-bin/mpuc/scorecard.pl; In Vermont, a consumer can obtain service quality
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FairPoint should file service quality reports, on a monthly basis and in a web-based
format which can be made available directly to consumers on the PUC website.

Broadband deployment/practices®

Principle/Concern: Access to advanced telecommunication services is essential so that New

Hampshire households and businesses can participate in economic, medical, educational, and

other societal activities. However, approximately four in ten of New Hampshire’s households do

not have the option to subscribe to digital subscriber line (“DSL”) service. %

New Hampshire consumers should have access to affordable retail DSL service. The
cost of the local loop, which provides the platform for DSL, is already recovered through
intrastate and interstate regulated rates that consumers pay. DSL “rides over” this
network and therefore, if the broadband market were competitive, the rates for DSL
would be aligned closely with the incremental cost of adding DSL capability. Therefore,
FairPoint should commit to offering DSL at rates that are aligned closely with the
incremental cost of adding DSL capability.

FairPoint should offer unbundled (stand-alone) DSL so that consumers can obtain access
to DSL without subscribing to the Incumbent Local Exchange Carrier’s (“ILEC’s”) voice
service. The rates for unbundled DSL should be less than that for “bundled” DSL/voice.

FairPoint should establish specific broadband deployment dates and locations, with
clearly delineated plans that set forth not only when and where broadband will be
deployed but also where it will not be deployed so that consumers’ expectations are not
unnecessarily raised and so that policy makers and industry know where alternative
technologies such as WiFi may be necessary.

FairPoint should make funds available to deploy alternative technology to serve
underserved or unserved regions of New Hampshire.

25/

26/

data by calling the Department of Public Service.

I discuss the PUC’s limited authority regarding broadband deployment in Section VII of my testimony.

The FCC’s most recent high-speed services report indicates that as of June 30, 2006, 59% of all end-user

premises in New Hampshire where ILECs (not just Verizon NH) offered telephone service had xDSL services available to
them. FCC, Industry Analysis and Technology Division, Wireline Competition Bureau, High-Speed Services for Internet
Access: Status as of June 30, 2006, rel. January 2007, at Table 14.
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FairPoint should agree to not oppose municipalities” wireless broadband efforts to
improve the chances of unserved areas gaining broadband access.

FairPoint should agree to provide comprehensive, clear and frequent customer education
(and customer service representative education) about the deployment, pricing, rates,
terms, conditions, and availability of unbundled DSL and stand-alone service.

FairPoint should make broadband deployment data public and should regularly provide
it, at a minimum, to the Governor’s office, the PUC, the Telecommunications Advisory
Board, and to the OCA to assist policy makers in designing and implementing broadband
policy tailored to the specific needs of New Hampshire.

FairPoint should commit to abide by the net neutrality commitment as set forth in the
FCC’s set of conditions that apply to AT&T, as a result of its acquisition of BellSouth.

Verizon NH should provide an across-the-board credit to customers for its spin off of its
directory operations of at least $200 million, and should fund a broadband program that
would provide for reduced broadband rates for Lifeline customers and broadband
deployment in unserved areas.?’

Rate Design/Tariffs

Principle/Concern: ILECs’ interest in selling telecommunications “packages” and discretionary

features should not create pressure on consumers to purchase features they do not want. In

addition, FairPoint should not be allowed to discontinue or grandfather basic “barebones” local

service.?®

Because many customers do not subscribe to bundled packages and many consumers
order “barebones” basic local exchange service,® FairPoint should commit to offer
unbundled (i.e., a la carte or stand alone) basic local exchange service indefinitely, or at

27/ See Section IX for a discussion of the basis for this recommended condition.

2 To grandfather a service would be to provide the service under a “grandfather clause” or a “clause creating

an exemption based on circumstances previously existing.” See Merriam-Webster Dictionary Online, www.m-w.com. To
grandfather a service generally means to allow current customers of the service to continue to use the service but no longer
offer the service to new customers.

2 See confidential Exhibit SMB-C-4, December 2006 Snapshot of Verizon NH basic customers.
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the very least, until the Commission makes an affirmative finding that such a requirement

is no longer in the public interest. Furthermore, the availability of such service should be
well-publicized and well-explained to customers by customer service representatives.

FairPoint should agree that its marketing scripts and customer education for bundled
packages, discretionary features, and inside wiring maintenance are subject to
Commission review and approval, to ensure that consumers make informed decisions.

FairPoint should commit to cap basic local exchange service rates at present rates for at
least five years.

FairPoint should commit to participate in efforts to increase Lifeline participation.

Yellow pages compensation

Principle/Concern: Consumers are entitled to a fair share of the proceeds associated with

Verizon’s spin-off in 2006 of its directory publishing operations. As years pass, particularly if

the proposed transaction is approved, regulators’ ability to obtain that fair share may fade.

5.

The NH Supreme Court decision, affirming a PUC order requiring Verizon NH to impute
for ratemaking purposes at least $23.3 million annually earned by a Verizon directory
affiliate, pre-dates the 2006 spin-off.*® Therefore, Verizon NH should agree to provide
consumers with a one-time customer credit relating to Verizon’s spin-off of its directory
publishing.

Based on the present value of the annual $23.3 million imputation consumers are entitled
to per-line credits of at least $340, and on an aggregate basis are entitled to at least $200
million as a result of the spin-off.**

Transaction costs (legal, overhead, branding, regulatory, financial fees, etc.)

Principle/Concern: Consumers should not bear the costs associated with developing or

30/

Appeal of Verizon New England, Inc. d/b/a Verizon New Hampshire, 153 N.H. 50 (2005). The PUC’s

order arose in a case concerning Verizon’s change to its directory publishing agreement with its affiliate, which eliminated
the directory company’s requirement to pay any fees to or to share revenues from directory advertising sales with Verizon.

Id.

31/

See Section IX for discussion.
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implementing the proposed transaction.

e FairPoint should commit to refraining from seeking recovery of any transaction,
regulatory, branding, integration, legal, and other transaction-related expenses from
consumers.

e FairPoint should commit to maintain separate books to create an accounting trail for
transaction-related expenses, and should provide a report of such expenses within six
months and 18 months of closing.

6. Wholesale Issues
Principle/Concern: Taking over Verizon NH’s wholesale operations is a complex, resource-

intensive endeavor.

e The Commission should consider carefully FairPoint’s ability to take over wholesale
operations.

7. E-911

Principle/Concern: The state’s E-911 system is of utmost importance to the public safety and
well-being of its citizens. At the same time, accountability for the cost of running an efficient
operation is important so that citizens and consumers do not pay excessive charges for E-911.

e The PUC should assess FairPoint’s ability to operate and provision E911. In doing so, it
may be prudent for the Commission to seek input from the E911 Emergency Bureau.*

8. Employment and Economy
Principle/Concern: The state of New Hampshire’s telecommunications infrastructure and the
quality of local service bear directly on its economy. Furthermore, any new positions should be

distributed fairly throughout New Hampshire, Maine and VVermont.

82 See RSA 363:18 “Cooperation With Other Agencies — The commission may confer and cooperate with any

other state, federal, or local agency in any matter relating to its duties.”
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e FairPoint should commit to work with policy makers to ensure that all regions of the state
have access to advanced telecommunications services, because such access directly
affects the economy of the state.

9. Consequences
Principle/Concern: Transaction-related promises are meaningless without accountability and

adequate economic incentives.

e Ensuring follow-through on commitments after approval is inherently difficult and places
the burden on regulators. Therefore, to the greatest extent possible, commitments should
be fulfilled before the transaction occurs.

e Regarding post-transaction commitments, at a minimum FairPoint should submit a
monthly report to the PUC and to the OCA regarding progress met, and there should be
an enforcement mechanism in the event that commitments are not met.

E. Many issues in this proceeding merit Commission attention regardless of the
outcome of this proceeding.

Q: Are many of the concerns and conditions that you recommend relevant regardless of the

outcome of this transaction?

A: Yes. Many of the issues that my proposed conditions address exist regardless of the outcome of

this proceeding. However, they are relevant to this proceeding because the transaction heightens
the significance of these issues. For example, if FairPoint acquires Verizon NH’s operations, its
management and key resources will be focused on the transaction, leaving few resources for

improving service quality, dealing with a backlog in pole removals and replacements, increasing

Lifeline participation, etc.*® FairPoint is essentially stepping into Verizon NH’s shoes if the

B If, however, the Commission denies the transaction, it should nonetheless address these issues in a timely

manner, and where legislative initiatives are necessary, they should be pursued so that consumers have access to advanced
telecommunications services and basic local telephone service at reasonable rates, installed and repaired in a timely manner.
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transaction is approved and where problems already exist, FairPoint will inherit those problems
and the Commission should ensure that those problems can and will be addressed by FairPoint in
a satisfactory manner.

F. The fact that the “starting point” for FairPoint’s operation of Verizon NH’s intrastate
requlated business is unacceptable further complicates an already complex proceeding.

Ms. Baldwin, does this proceeding simply address a matter of the ownership and
management of operations changing hands?

No. There is nothing simple about this proceeding. Although the Joint Petitioners seek to limit
the scope of the proceeding, it would be a gross understatement to characterize the transaction as
a simple matter of a change of hands of those holding the reins of the operations. The
transaction is complicated because Verizon NH’s present operations are unacceptable, and,
therefore the “starting point” for FairPoint’s entry under “business as usual” into New
Hampshire would be unacceptable. The question of how and whether FairPoint would be able
and willing to do what Verizon NH has failed to do is a strong undercurrent of the proceeding.

I do not doubt Verizon’s** ability to improve the quality of its New Hampshire operations, but |
simply doubt that the existing economic incentives would cause Verizon, left to its own, to
improve the quality of its operations. It lacks not the expertise, but the willingness. By contrast,
FairPoint professes to have the willingness to serve New Hampshire consumers, but its expertise

is uncertain, and the risk of the highly-leveraged company being unable to provide service at

affordable rates and reasonable service quality levels is high. The Commission faces a difficult

ey I refer here to all levels of the corporation, i.e. Verizon Communications, Verizon New England, and

Verizon New Hampshire.
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choice: a company that can, but does not want to serve the State, or a company that purports to
want to serve the state but that has not demonstrated its ability to do so in a way that protects

consumers’ interests adequately and results in public benefits.

In summary, Ms. Baldwin, are you recommending that the Commission approve the
transaction conditioned on the commitments that you describe?
No. | urge the Commission to reject the transaction as proposed. As | stated at the outset, | am

not aware of a set of conditions that could render the proposed transaction acceptable.

19
ALLEGED CONFIDENTIAL INFORMATION HAS BEEN REDACTED



© 00 ~N o o1 b

10

11
12
13
14

Public
Prefiled Direct Testimony of Susan M. Baldwin on behalf of NH Office of Consumer Advocate
NH PUC Docket No. DT 07-011

Il. OVERVIEW OF PROPOSED TRANSACTION

A. Verizon New England/FairPoint Agreement and Plan of Merger
Q: Please describe generally your understanding of the origin of this proceeding.
A: Verizon New England and FairPoint entered into an Agreement and Plan of Merger on January

15, 2007, whereby, upon completion of the transaction, the Verizon New England companies
operating in Vermont, New Hampshire, and Maine would be subsidiaries of FairPoint. Verizon
stockholders would own approximately 60% of FairPoint, and current FairPoint stockholders
would own about 40% of the merged company.*® Current FairPoint management would control
day-to-day operations following consummation of the transaction, but Verizon would “designate

up to six of the nine initial directors of FairPoint upon completion of the merger.”%’

On January 31, 2007, Verizon New England and FairPoint filed a Joint Petition seeking the
PUC’s approval of the proposed transaction.® In general, the Joint Petition seeks approval from
the PUC for the transfer of Verizon New England’s local exchange business and long distance

business in New Hampshire to companies owned by FairPoint.*

® Verizon New England Inc., Bell Atlantic Communications, Inc., NYNEX Long Distance Co., and Verizon

Select Services, Inc. and FairPoint Communications, Inc., New Hampshire Public Utilities Commission Docket No. 07-011,
Joint Application for Approval of the Transfer of Certain Assets by Verizon New England Inc., Bell Atlantic
Communications, Inc., NYNEX Long Distance Co., and Verizon Select Services, Inc. and Associated Transactions, January
31, 2007 (“Joint Petition”), at 5.

% “Verizon and FairPoint Agree to Merge Verizon’s Wireline Businesses in Maine, New Hampshire and

Vermont with Current Operations of FairPoint,” joint press release of FairPoint Communications and Verizon
Communications, January 16, 2007 (“Joint Press Release”), at 3-4, available at
http://puc.nh.gov/Telecom/VerizonSaleToFairpoint.htm#Companylnfo .

S Joint Petition, at 7. None of the nominees can be employees of Verizon Communications, its affiliates, or
Verizon Wireless or a Verizon Wireless subsidiary. Id.
%8 Id.

¥ Id., at 2. Specifically, the Joint Petitioners seek the following approvals and authorizations from the PUC:

e The transfer of the assets, business and franchise held by Verizon New England with respect to the provision of local
exchange and intrastate toll service in New Hampshire to Northern New England Telephone Operations Inc. (“Telco™)
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Would Verizon New England transfer all of its assets to FairPoint?

No. The assets and liabilities that would transfer to FairPoint include those of several but not all
Verizon affiliates currently operating in New Hampshire. In accordance with the Distribution
Agreement, the transferred business would include all of the incumbent local exchange carrier
business activities and operations of Verizon New England and its affiliates, including local
exchange service; intraLATA toll service; network access service; enhanced voice and data
services; DSL services and wholesale services.”’ In addition, the following activities would also

be transferred:

e Consumer and small business switched and dedicated long distance service to
customers located in the three states;

e Large business switched and dedicated long distance service to VSSI customers
in the three states;

e Delivery of dial-up, DSL and fiber to the premises data and dedicated Internet access
services by Verizon Internet Services Inc. to customers located in the three states;

e Customer premises equipment sales, and installation and maintenance services
currently provided by VSSI to customers in the three states; and

e Private line services to customers currently served by VSSI provided the line
originates and terminates in the three-state territory.**

pursuant to RSA 374:30;
e The transfer of certain assets and intrastate interexchange telecommunications business and customer account of Bell
Atlantic Communications, Inc. (“BACI”), NYNEX Long Distance and Verizon Select Services, Inc. (“VSSI”) to
Enhanced Communications of Northern New England Inc. (“Newco”) pursuant to RSA 374:30;
e Authorization of Telco to begin business as a local exchange and intrastate toll service provider within the areas of
New Hampshire currently served by Verizon New England, pursuant to RSA 374:26;
e Authorization of Newco to provide intrastate toll services within New Hampshire pursuant to RSA 374:26;
e Authorization for Verizon New England to discontinue service as a public utility in New Hampshire upon the merger
pursuant to 374:28;
e The designation of Telco as an eligible telecommunications carrier for the areas of New Hampshire currently served
by Verizon New England pursuant to 47 U.S.C. §254(e) and 8214(e)(2); and
e Authorization of Verizon New England to relinquish its ETC designation upon the merger,

Id., at 3-4.

40 Id., Exhibit 2: Distribution Agreement by and between Verizon Communications Inc. and Northern New

England Spinco Inc. dated as of January 15, 2007 (“Distribution Agreement”), at 11. See also, Smith Direct (Verizon), at 7-8.

“ay Joint Petition, Exhibit 2: Distribution Agreement, at 11-12. According to the January 16, 2007 Joint Press

Release : “The transaction includes Verizon’s switched and special access lines in the three states, as well as its Internet
service, enterprise voice CPE (customer premises equipment) accounts, and long-distance voice and private line customer
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The transaction does not include the services, offerings or assets of Verizon Wireless, Verizon
Business (former MCI), Federal Network Systems LLC, Verizon Network Integration Corp.,
Verizon Global Networks Inc., Verizon Federal Inc. or any other Verizon businesses in New
Hampshire, Maine or Vermont.*> The services provided by those companies include the

following:

e Wireless voice, data and other services provided by Verizon wireless and air-to-
ground or rail-to-ground services offered by Verizon Airfone;

e Publishing and printing both print and electronic directories;

e Monitoring, installation, maintenance and repair of data customer premises
equipment and software, structured cabling, call center solution and professional
services provided by Verizon Network Integration Corp.;

e Multi-dwelling unit voice, data and video services provided by Verizon Avenue
Corp.;

e Wireless services, customer premises equipment, inside wiring and cabling, and
consulting services to or for federal agencies provided by Federal Network
Systems LLC, and customer premises inside wiring, cabling, and consulting
services to or for federal agencies offered by Verizon Federal Inc.;

e Interstate, intrastate and local exchange services offered by Verizon or its
Affiliates (other than the contributing companies listed above) consisting
primarily of the successors to the business of MCI, Inc.;

e Services provided generally by Verizon Business Global LLC f/k/a MCI, LLC or
direct and indirect subsidiaries of Verizon Business Global, LLC;

e Consumer and small business customer premises equipment (“CPE”) services
(including DSL modem and router fulfillment) provided by Verizon
TeleProducts;

e Long haul switching, routing and transmission and other carrier services provided
by Verizon Global Networks Inc.;

e Prepaid card products, payphone dial around services and dedicated Internet
access services provided by VSSI; and

e Verizon Voice over Internet Protocol (“VVoIP”) services generally provided by
Verizon d/b/a/ Verizon Long Distance and NYNEX Long Distance.*®

accounts (for customer private lines with beginning and ending points within the three states) that Verizon served in the
region before the 2006 merger with MCI, Inc.” (emphasis added). See, also, Smith Direct (Verizon), at 7-8.

2 Joint Press Release, at 4-5. See also, Joint Petition, Exhibit 2: Distribution Agreement, at 12-13; Smith

(Verizon) Direct, at 10-11.
| Joint Petition, Exhibit 2: Distribution Agreement, at 12-13. See also, Smith (Verizon) Direct, at 8, 10-11.
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What are the implications of the fact that the proposed transaction includes less than all of
the assets and services of Verizon affiliates operating in New Hampshire?

Clearly, the presence of Verizon as a post-transaction competitor to FairPoint will affect
FairPoint’s ability to generate revenues.

B. Overview of transaction

Please provide a brief overview of your understanding of the transaction.

The transaction is structured to ensure that the spin-off is tax-free for Verizon.** Verizon New
England would transfer its assets, liabilities, and customer relationships related to local
exchange, intrastate toll and exchange access services in New Hampshire, Maine and Vermont to
Telco, a wholly-owned subsidiary of Verizon New England. Several other Verizon companies®
would transfer accounts receivable and customer accounts associated with long-distance, internet
services and certain CPE maintenance operations in New Hampshire, Maine and Vermont to
Newco, a wholly-owned subsidiary of Spinco, itself a newly formed, wholly-owned, direct
subsidiary of Verizon. Verizon New England would then transfer the stock in Telco to Spinco
through several transfers resulting in Telco becoming a direct, wholly-owned subsidiary of
Spinco. Verizon would distribute the stock of Spinco directly to its stockholders therefore
resulting in Spinco (and thus Telco and Newco) no longer being a subsidiary of Verizon. Spinco
would immediately thereafter be merged with and into FairPoint with FairPoint being the
surviving company and owning all of the stock of Telco and Newco.*® Current Verizon common

stockholders would be issued a number of shares of FairPoint common stock equal to the number

“ Smith (Verizon) Direct, at 3.

s These Verizon companies include NYNEX Long Distance Company, Verizon Select Services, Inc., and

Bell Atlantic Communications, Verizon Internet Services Inc. and GTE.net LLC. Smith (Verizon) Direct, at 7. See also,
Joint Petition, at Exhibit 4: Description of the Proposed Transaction.

® Smith (Verizon) Direct, at 3-4; see, also, Joint Petition, at Exhibit 4: Description of the Proposed

Transaction.
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of share of FairPoint common stock outstanding on the day of the merger multiplied by 1.5266
such that Verizon shareholders would own 60% of FairPoint and current FairPoint shareholders

would own 40% of FairPoint post-merger.*’

FairPoint has secured $2.08-billion in financing for the merger from a group of lenders including
Lehman Brother Inc., Morgan Stanley and Bank of America.*® The combined company would
incur $1.7-billion in additional debt as a result of the merger and FairPoint estimates that it

would have approximately $2.3-billion in debt immediately following the merger.*®
Q: What approvals do the Petitioners require in order to finalize the transaction?

A: FairPoint indicates that it requires approval of the Vermont Public Service Board, Maine Public
Utilities Commission and the Illinois Commerce Commission.”® It is my understanding that the
deal will not occur if any of the state regulators in the three northern New England states deny

the transaction.>!

The companies also require approval to transfer FCC authorizations from Verizon to FairPoint,

and the companies filed an application for such approval with the FCC on January 31, 2007.%

7 FairPoint Communications Inc., Amendment No. 1 to Form S-4 Registration Statement Under the Securities

Act of 1933, filed with the United States Securities and Exchange Commission on May 25, 2007 (“Amendment No. 1 to S-
4™, at 80.

% Smith (Verizon) Direct, at 13.
ey Amendment No. 1 to Form S-4, at 5.
0 See Exhibit SMB-P-5, FairPoint response to OCA GI 1-3.

3y See, e.g., Amendment No. 4 to S-4, at 92-93.

2 Application of Verizon New England, Inc., NYNEX Long Distance Company, Bell Atlantic

Communications, Inc., Verizon Select Services, Inc., Verizon Select Services Inc., Verizon Communications Inc., and
Northern New England Spinco Inc., Transferors, and FairPoint Communications, Inc., Transferee, For Consent to Transfer
Certain Assets and Long-Distance Customer Relationships in the States of Maine, New Hampshire, and Vermont, FCC WC
07-22, Consolidated Application for Consent to Transfer Assets, January 31, 2007 (“FCC Application”). The FCC released a
Notice of March 14, 2007, setting the pleading schedule for the case. The FCC is currently reviewing the Application. The
180-day review period that the FCC has set as a goal to review and issue and order in merger proceedings suggests that the
FCC will issue a decision by mid to late September. Parties filed comments/petitions to deny on April 27, 2007;
responses/oppositions May 7, 2007; and replies May 14, 2007.
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Additionally, the merger cannot be completed until notifications have been given to the Federal
Trade Commission (“FTC”) and the Antitrust Division of the Department of Justice (“DOJ”)
under the Hart-Scott-Rodino (“HSR”) Act, and a waiting period has elapsed. Early termination
was granted effective April 11, 2007 from the Antitrust Division of the DOJ. The FTC and DOJ,

however, could still seek to enjoin the completion of the spin-off or merger at any time.*

The transaction also requires FairPoint shareholder approval. Shareholders will vote on the
transaction at the FairPoint stockholder annual meeting scheduled for August 22, 2007.>*

Approval by Verizon’s shareholders is not required.>

C. Overview of Joint Petitioners’ pre-transaction and proposed post-transaction
operations

Please briefly describe FairPoint and its operations.

FairPoint is a publicly traded®® Delaware company and its principal office is located in Charlotte,
North Carolina.>” Joint Petitioners describe FairPoint as an “experienced and respected provider
of telecommunications services to rural and small urban areas, with a particular emphasis on the

provision of broadband services.®® FairPoint was incorporated in 1991 and owns thirty-one local

53y Amendment No. 1 to S-4, at 71.

% Shareholders will vote on the transaction at FairPoint’s Annual Shareholder Meeting on August 22, 2007.

FairPoint Communications, Inc. See Form 424B3 filed with the United States Securities and Exchange Commission on July
19, 2007.

® Amendment No. 1 to S-4, at 4.
% As of September 30, 2006, Thomas H. Lee Equity Fund IV, L.P. and its affiliates owned 11.58% of equity

in FairPoint and Wellington Management Company, L.L.P. and its affiliates owned 10.82% of equity in FairPoint. However,
following the transaction, no single individual or entity is expected to own 10% or more equity in the company. FCC
Application, at 8-9.

57 Id., at 9.
8y Id., at 17.
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exchange companies in eighteen states (serving a total of 308,000 access line equivalents).>®

According to the company, FairPoint was incorporated “for the purpose of acquiring and operating

incumbent telephone companies in rural and small urban markets.”® Since 1991, FairPoint has

acquired thirty-five telephone companies of which it continues to operate thirty-one.®* Most of

FairPoint’s companies qualify for rural carrier status under the Telecommunications Act of 1996

and most of the communities served by FairPoint have fewer than 2,500 access lines.®® FairPoint

is the 14" largest telephone company in the United States based on access line equivalents as of

March 31, 2007.%*

Please briefly describe Verizon New England and its northern New England operations.

Verizon New England is a direct, wholly owned subsidiary of NYNEX Corporation, which is a

direct, wholly-owned subsidiary of Verizon.®® NYNEX is a Delaware holding company located

in New York City, and Verizon New England is a New York State company with its principal

office in Boston, Massachusetts.®® Verizon, a Delaware company with principal offices in New

York, New York, is a publicly-traded company and no individual or person owns 10% or more

59
60
61
62
63
64
65

66/

Id.; Joint Petition, at 11.

Amendment No. 1 to S-4, at 11.

Id.

47 U.S.C.A. 88 151 et seq.

Amendment No. 1 to S-4, at 11.

Id.

References to “Verizon” in this testimony refer to Verizon Communications.

FCC Application, at 6. In addition, the other contributing companies to Newco and Spinco included:

NYNEX Long Distance, which is a direct, wholly-owned subsidiary of Bell Atlantic Worldwide Service Group, Inc. which is
a direct, wholly-owned subsidiary of NYNEX Corporation; BACI, which is a direct, wholly-owned subsidiary of Verizon;
VSSI, which is a wholly-owned subsidiary of GTE Corporation, which is 92% directly owned by Verizon, the remainder of
GTE is indirectly owned by Verizon. Id., at 6-7.
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of equity in Verizon. Verizon is a holding company that owns operating subsidiaries providing
telecommunications services worldwide.®” Verizon provides, through its subsidiaries, local
telephone service, nationwide long-distance, broadband, video, high-capacity services, and other
services and owns and operates communications networks worldwide. Additionally, Verizon is
the majority owner of Cellco Partnership d/b/a Verizon Wireless.®®

Please describe the proposed merged entity.

FairPoint’s proposed acquisition of Verizon New England’s assets in Vermont, New Hampshire,
and Maine would increase FairPoint’s size dramatically. According to a FairPoint presentation
to analysts when the merger was announced, the merger would increase FairPoint’s total access
line equivalents from 308,858 to 2,022,109.%° FairPoint’s residential voices lines would grow
from 194,002 to 1,176,955; business voice lines would increase from 57,761 to 451,368; and
FairPoint’s base of high speed data subscribers would grow from 57,095 to 234,064.”° In
addition, FairPoint would acquire 159,722 wholesale access lines.”* According to Verizon, as of
September 30, 2006, it served approximately 1.5 million access lines, 180,000 DSL lines, and
600,000 long distance customers in Vermont, New Hampshire, and Maine.”> The combined

company would be the eighth largest telephone company in the United States based on access

67 Id., at 7.
%8 Id., at 7-8.
8 Investor Presentation, FairPoint Communications, Inc., January 16, 2007, at page 15 (Data as of September

30, 2006), provided as Exhibit 99.3 to FairPoint Communications Inc. Form 8-K filed with the SEC on January 16, 2007.

o Id.
ny Id.
2y Joint Press Release, at 2.
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1 lines as of March 31, 2007.” Table 1 below shows the selected historical combined financial
2 data provided by FairPoint in its Form S-4 SEC filing.
3 Table 1
4 Selected Financial Data as of December 31, 2006
5 (dollars in millions)
6
Verizon Northern FairPoint Combined
New England Company
Operating revenue $1,193 $270 $1459
Net Income $32 $31 $35
Capital Expenditures $214 $32 n/a
Access line equivalents 1,694,693 311,150 2,006,000
Residential Access Lines 1,035,515 194,119 n/a
Business Access Lines 471,129 57,587 n/a
High Speed Data subscribers 188,049 59,444 n/a
7
8 Q: Please describe FairPoint’s current operations in the three northern New England states.
9 A FairPoint provides approximately 64,000 access lines in New Hampshire, Maine, and
10 Vermont.” FairPoint currently provides local exchange service in East Conway and Chatham,
11 New Hampshire as well as portions of Maine and Vermont through its subsidiaries.”
12 Specifically, FairPoint owns Northland Telephone Company of Maine which provides service to

B Amendment No.1 to S-4, at 11.
"y Id., at 15-19. Items denoted as n/a in the table are not provided as part of the unaudited pro forma
condensed combined financial data in the S-4.

ey FCC Application, at 18.

® Order of Notice, DT 07-011, February 7, 2007, at 2.
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customers in the East Conway and Chatham wire centers in New Hampshire.”” As of December
2006, Northland Telephone Company served a total of 18 business access lines and 135
residential access lines in the East Conway exchange and 22 business access lines and 209
residential access lines in the Chatham exchange.” FairPoint provides telecommunications
services in Maine through the following companies: Community Service Telephone Company;
China Telephone Company; Maine Telephone Company; Northland Telephone Company;
Sidney Telephone Company; and Standish Telephone Company.’® FairPoint provides
telecommunications services in Vermont as Northland Telephone Company of Vermont.?® The
following table provides line counts for the FairPoint operating companies in New Hampshire,

Maine and Vermont.

my Joint Petition, at 5. .

" Annual Report of Northland Telephone Company of Maine, filed with the State of New Hampshire Public

Utilities Commission, Concord, New Hampshire, for the year ended December 31, 2006 (available at
http://www.puc.state.nh.us/Telecom/ilecannualreports.htm ).

"y Joint Petition, at footnote 1.

80y Id.
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Table 2%
Total Number of Lines Served by FairPoint in New Hampshire, Maine and Vermont
(as of December 2006)
<<<BEGIN CONFIDENTIAL
Company Total lines

>>>END CONFIDENTIAL
Q: What percentage of Verizon New England’s northern lines are in New Hampshire?

A: Table 3 below shows that 40% of Verizon New England’s northern lines are located in New

Hampshire, 38% in Maine, and 22% in Vermont.

8 See Exhibit SMB-P-6 (New Hampshire data only), FairPoint response to OCA Gl 2-5(b), and Exhibit
SMB-C-6, Attachment CFPNH 0264 for Vermont line data, Attachment CFPNH 0275 for New Hampshire, and CFPNH
0368-0373 for Maine.
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Table 3%
Total Number of Access Lines Served by Verizon New England
in New Hampshire, Maine and Vermont
(year end 2006)

NH ME VT
Single Line Business Access 18,383 16,153 8,948
Lines
Multi-Line Business Access Lines 124,087 108,754 73,215
Residence Lifeline Access Lines 5,621 53,192 19,654
Residence Non-Lifeline Access 382,251 316,757 191,206
Lines
Access Lines Subject To A 461 341 965
Special Access Surcharge
Total Billable Access Lines 530,803 495,197 293,988
Percentage of total billable access . . .
lines served by Verizon NE 40% 38% 22%

Please describe Verizon NH’s operations.

For more than one hundred years, Verizon NH (and its predecessors) has been New Hampshire’s
largest local telephone company. Verizon NH serves approximately 390,000 residential lines
and approximately 130,000 business lines®® in 117 exchanges and 125 wire centers in New

Hampshire.®* The terrain that Verizon NH’s telecommunications infrastructure covers

8 FCC Report 43-01. ARMIS Annual Summary Report. Table Il. Data accessed June 19, 2007.

8 FCC Report 43-01. ARMIS Annual Summary Report. Table 1l. Data accessed June 19, 2007. See also
confidential Exhibit SMB-C-7, Verizon NH’s confidential supplemental reply (and attachment) to OCA GlII 1-58S(a)
(providing an estimate of the quantities of households in 2006 by wire center).

8y See Exhibit SMB-P-8, Verizon NH response to OCA FDR Il 1-7.

31
ALLEGED CONFIDENTIAL INFORMATION HAS BEEN REDACTED



10

11
12
13

Public

Prefiled Direct Testimony of Susan M. Baldwin on behalf of NH Office of Consumer Advocate
NH PUC Docket No. DT 07-011

encompasses diverse geographic and socioeconomic regions, including the more densely
populated southern part of the state and the more rural North Country. Verizon NH’s intrastate
regulated revenues in 2006 were approximately <<<BEGIN CONFIDENTIAL

END
CONFIDENTIAL>>>%
How is Verizon NH regulated in each of the three northern New England states?
Verizon NH is regulated under rate-of-return regulation.®® In Vermont, Verizon is subject to an

alternative form of regulation.®” In Maine, a new AFOR is being considered.®

D. Impacts of transaction on Verizon NH’s consumers and employees
Q: Please describe the transaction’s impact on consumers as described by the Joint Petitioners.
A: The Joint Petitioners assert that the transfer “will result in no net harm and will promote the
public good”®® and that FairPoint will not seek to recover transaction costs or any acquisition

premium associated with the transaction through consumer rates.®® They also assert that the

8 See Exhibit SMB-C-9, Verizon NH confidential response to OCA FDR | 1-15a (2006 earnings statement,
submitted to the PUC).

8/ In re New England Tel. & Tel. Co., 83 NH PUC 116 (1998)(revenue reduced by $26 million); In re VVerizon
New Hampshire, 89 NH PUC 17 (2004)(established cost of capital of 8.2%).
8 Vermont Public Service Board Docket No. 6959, Investigation into a Successor Incentive Regulation Plan

for Verizon New England Inc., d/b/a Verizon Vermont, September 26, 2005. The Order Adopting Amended Plan of April 27,
2006 (“Amended Plan”) modified the settlement. Section VIII of my testimony discusses Vermont further.

8, Maine Public Utilities Commission Docket No. 2005-155, Investigation into New Alternative Form of

Regulation for Verizon Maine Pursuant to 35-A M.R.S.A. Sections 9102-9103, Examiner’s Report (Revenue Requirement
and Service Quality Issues), May 9, 2007. | discuss Maine further in Section VIII.

8 Joint Petition, at 2. The standard for approval of the merger, which I discuss further in Section 111, is public

good or public interest.
%0y Id., at 10.
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transaction “will have no adverse effect on the services”®*

provided to New Hampshire
consumers, and that the new company would file new tariff pages “appropriate to accomplish the
adoption of the rates, terms and conditions in the tariffs under which the Verizon companies
have been providing regulated telecommunications services in New Hampshire, and customers
will continue receiving the same services as they were receiving before the Merger.”% In
addition to promising to maintain the rates and services offered by Verizon,* the Petitioners

have entered into a Transition Services Agreement (TSA) under which a Verizon affiliate would

provide back office services immediately following the merger for a period of time.**
What reason does Verizon provide for selling its business in New Hampshire?

Mr. Smith, Vice President of Business Development for the Domestic Telecommunications
Group of Verizon, states that the transaction provides “a fair value for this property to Verizon’s
shareowners and allows Verizon to focus more intently on its operations in other markets.”®
Mr. Smith asserts that the transaction will be good for customers as FairPoint specializes in
serving midsize and smaller markets and “will focus on northern New England as a core

market.”%

What benefits do the Joint Petitioners assert will result from the transaction?

Joint Petitioners assert several benefits of the transaction, including: increased broadband

penetration; improved customer service; local focus; new investment; and new employment

91/ Id., at 2.
% Id., at 8.
% In Section V111 of my testimony | discuss FairPoint’s intention to maintain rates. | discuss FairPoint’s

intentions regarding services in Section V1.

v Joint Petition, at 12.
% Smith (Verizon) Direct, at 2.
% Id., at 3.
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opportunities.®” The Joint Petitioners assert that FairPoint’s experience serving rural and small
urban areas and its “strong knowledge of consumers’ needs with substantial experience in
meeting them” will enable FairPoint to provide “high-quality services, including innovative
broadband services” in the three-state region.”® FairPoint contends that, following the merger, it
will increase employment and investment in VVermont, New Hampshire, and Maine.*®
Joint Petitioners assert that FairPoint will “increase broadband availability significantly”'®
within the three-state region within 12 months of merger completion. FairPoint indicates that it
will establish three local service centers in New England (an Information Systems Center, an

Administrative Center, and a Network Operations Center).'%*

7y Joint Petition, at 3.

%8y Id., at 11.

iy As part of a press release, the companies stated:

Approximately 3,000 Verizon company employees . . .will continue employment with FairPoint
after the merger. Approximately 300 Verizon company employees in Maine, New Hampshire and
Vermont who provide national or regional support services will remain with the Verizon company
that currently employs them.

Subsequent to the merger, FairPoint expects to add approximately 600 positions to the current
employee base serving the three states. FairPoint will also strengthen the local operational
presence and create new local service centers to deliver industry-leading customer service.
Additionally, FairPoint plans to significantly increase broadband availability in the region within
the first 12 months after the merger is completed.

We believe this transaction will create an opportunity for further investment in Maine, New Hampshire and
Vermont, strengthen the region’s economy by creating jobs and improve service to customers through
capital investment,” said Gene Johnson, chairman and CEO of FairPoint.

Joint Press Release. See, also, Joint Petition, at 2.
100/ Joint Petition, at 12.
101 Id., at 13.
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Does FairPoint address its responsibilities in terms of regulatory agencies and maintaining

the current form of regulation under which Verizon operates?

Yes, but only superficially. Joint Petitioners state: “FairPoint is committed to maintaining a
strong and constructive relationship with regulators in the region to ensure that it meets its
regulatory responsibilities as well as the needs of its customers.”'% However, as discussed in
Section VI below on service quality, FairPoint will not make a commitment to meet existing

PUC service quality standards.
What is your opinion of the Joint Petition?

The Joint Petitioners assert that the information contained in the Joint Petition “demonstrates that
FairPoint possesses the requisite financial, technical and managerial capability to own and
operate regulated telecommunications utilities such as Telco and Newco.”'®® However, as my
testimony demonstrates, not only does the Joint Petition fail to provide enough information for
the PUC to make an informed decision, but the testimony and discovery responses filed by the

companies in this proceeding also fail to provide adequate details and support for the transaction.

102 Id., at 14.
103 Id.
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I11. STANDARD OF REVIEW

How have the Joint Petitioners presented their request to the Commission?

The Joint Petitioners have requested a determination by the Commission that the proposed
transactions are for the public good pursuant to RSA 374:30 (governing transfers of utility
franchises and assets), RSA 374:26 (governing authority to operate as a public utility), and, to
the extent necessary, RSA 374:33 (governing transfers of 10 or more percent of ownership of a
public utility). *® The Joint Petitioners also request that the appropriate subsidiary of FairPoint
be designated an “eligible telecommunications carrier” pursuant to 47 U.S.C. 88 254(e) and
214(e)(2) (concerning universal service assistance fund) for purposes of the affected service
territory and that Verizon New England’s current designation be rescinded.'® The Joint
Petitioners further request that the Commission authorize Verizon New England to discontinue
service as a public utility in New Hampshire pursuant to RSA 374:28 (governing authority to
discontinue providing service as a public utility).*®

What is your understanding of the Commission’s standard of review for Verizon’s
proposed sale of its operations to FairPoint?

It is my understanding that the Joint Petitioners must demonstrate that the proposed transaction is

in the public good or in the public interest.'®” Based upon advice of counsel, in determining

whether a proposed franchise or franchise transfer is consistent with the public good under the

104/ Id., at 3-4.
105/ Id., at 4.
106, Id.
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applicable statutes, the Commission assesses, among other things, the financial, managerial, and
technical expertise of the petitioners.’® The “public good” standard is distinguishable from the
“no net harm” standard in a separate statute, in that the Commission must find that the proposed
transaction results in net benefits in this case.

Based on your participation in other proceedings in which regulators were investigating
other companies undergoing major changes in ownership and control, do you have any
suggested approaches for assessing the merits of the Joint Petition?

Yes. | recommend that the Commission consider critically whether, on balance, consumers will
be better off as a result of the transaction than if either the status quo (“business as usual”)
continued, or if the status quo continued but with PUC-directed improvements (such as to
service quality). In assessing whether consumers and the public will be better off as a result of
the proposed transaction, the Commission should assess critically the likelihood of purported

benefits actually occurring.

107/ Order of Notice, DT 07-011, February 7, 2007, at 1.

108/ See RSA 374:26, NH RSA 374:30, and NH RSA 374:33. See also NH Riverside Water Works, Inc., 2006

WL 3791415, N.H.P.U.C., Dec 15, 2006, (NO. 24,713, DW 06-023, ID 150219), citing Lower Bartlett Water Precinct, 85
NH PUC 635, 641 (2000)
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Do you have other observations about this transaction?

Yes. This transaction presents a unique challenge for the Commission, in part because this case
spans a huge range of issues from ensuring reliable affordable basic local service to providing
access to new technology for high speed internet access. Verizon NH and Verizon have turned
their backs on New Hampshire, as evidenced by steadily declining service quality, woefully
inadequate attention to pole repair and replacement, inadequate Lifeline participation, failure to
deploy DSL in a reasonable and timely manner, spotty pursuit of FiOS,'* and favoring Freedom
customers at the expense of the “barebones” customers, for example. FairPoint, however,
though promising attention to basic service and broadband deployment, has far less experience
and resources than Verizon NH, and its ability and willingness to follow through on its promises
simply have not been su